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This paper discusses the relationship between stock market and foreign exchange
market under two different exchange rate systems managed floating exchange rate sys-
tem(first stage) and pure floating exchange rate system(second stage). Here the rela-
tionship means Granger causality relation and correlation. The content includes five
aspects: Firstly, expatiate on the economic theory of relation between the two mar-
kets and on the difference between two different exchange rate systems. Secondly,
adopt VAR-CCC-MGARCH model to test whether the relations of causality and cor-
relation are existent between the two markets under the two different stage and use
CCC-MGARCH accompany with dummy variable to further study whether there exists
significant difference for the two stage about the correlation between the two markets.
Thirdly, if the correlation is significant, test whether the correlation is time varying
by virtue of LM test based on CCC-MGARCH. Fourthly, once the correlation is time
varying, adopt DCC-MGARCH model to estimate the dynamic correlation coefficient
in order to deeply discuss the characteristic about correlation.
The data comes from 4 areas Korea, Taiwan, Brazil, South Africa, all which ex-
perience from managed floating exchange rate system to pure floating exchange rate
system. Empirical results shows that there exists significant difference about Granger
causality for the two different exchange rate system. Under managed floating exchange
system, there exists causality relation, but not founded under pure floating exchange
rate system. There also exists significant difference about correlation for the two stages.
Under pure floating exchange rate system, correlation is significant, positive and farther
bigger than that of the first stage under managed floating exchange rate system, under
which, the correlation is week and not significant. In the long-term, the paper found the
dynamic correlation coefficient become bigger gradually for 4 areas under pure floating
exchange rate system.
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